The Accounting Officer 
Princess S. A Buthelezi 
Ulundi Municipality 
Private Bag X17 

ULUNDI 

383S 

23 November 200S 

Reference: 60637 REG07-08 

Dear Princess 


REPORT OF THE AUDITOR-GENERAL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF ULUNDI MUNICIPALITY FOR THE YEAR ENDED 30 
June 2008 


The above-mentioned report of the Auditor-General is submitted herewith in terms of section 
21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004) read in conjunction with section 188 of 
the Constitution of the Republic of South Africa, 1996 and section 121(3) of the Municipal 
Finance Management Act, 2003 (Act No, 56 of 2003) (MFMA). 


In terms of sections 121(3) and 127(2) of the MFMA municipalities have to include the audit 
report in the municipality's annual report for tabling within seven months after the end of the 
financial year. 

Until tabled as required by section 127(2) the report is not a public document and should 
therefore be treated as confidential. 

As your municipality will be responsible for publishing the attached audit report as part of the 
annual report, you are required to do the following: 

• Submit the final printer’s proof of the annual report (which includes the audit report) to 
the relevant audit manager of the Auditor-General (S.Sivenarain) [Telephone: (033) 
264 7400 Facsimile (033) - 264 7596] for verification of the audit-related references 
before it is printed or copied. Special care should be taken \A/ith the page references in 
your report, since an incorrect reference could have audit implications. 

• The signature Auditor-General in the handwriting of the auditor authorised to sign the 
audit report at the end of the hard copy of the audit report should be scanned in when 
preparing to print the report. This signature, as well as the place and date of signing and 
the Auditor-General’s logo, should appear at the end of the report, as in the hard copy 
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that is provided to you. The official logo will be made available to you in electronic 
format. ■ ' ■ ■ 

Please notify the undersigned Senior Manager well in advance of the date on which the audit 
report, or the annual report containing this audit report, will be tabled at the municipality. 

Your co-operation to ensure that all these requirements are met would be much appreciated. 
Kindly acknowledge receipt of this letter. 



Enquiries: Sudesh Sivonarain 

TelephonQ: (033) 264 7400 

Fax; (033) 264 7596 

Email; su(;fashs(^agsa.cD.za 
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REPORT OF THE AUDITOR-GENERAL TO THE KWAZULU-NATAL PROVINCIAL 

LEGISLATURE AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 

PERFORMANCE INFORMATION OF ULUNDI MUNICIPALITY FOR THE YEAR ENDED 

30 JUNE 2008 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Ulundi Municipality 
which comprise the statement of financial position as at 30 June 2008, statement of 
financial performance, statement of changes in net assets and cash flow statement 
for the year then ended, and a summary of significant accounting policies and other 
explanatory notes, as set out on pages xx to xx. 

Responsibility of the accounting officer for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the basis of accounting determined by the 
National Treasury, as set out in accounting policy note 1 and in the manner required 
by the Local Government: Municipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act, 2007 (Act No. 1 of 2007) (DoRA). 
This responsibility includes: 

• designing, implementing and maintaining internal control relevant to the 
preparation and fair presentation of financial statements that are free from material 
misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit. 

. 4. I conducted my audit in accordance with the International Standards on Auditing and 
General Notice 616 of 2008, issued in Government Gazette A/o. 31057 of 15 May 
2008. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance on whether the financial statements 
are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor's judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures 
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that are appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the entity’s internal control. 

6. An audit also includes evaluating the; 

• appropriateness of accounting policies used 

• reasonableness of accounting estimates made by management 

• overall presentation of the financial statements. 

7. Paragraph 1 1 ef seg. of the Statement of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of Financial Statements requires that financial reporting by 
entities shall provide information on whether resources were obtained and used in 
accordance with the legally adopted budget. As the budget reporting standard is not 
effective for this financial year, I have determined that my audit of any disclosures 
made by the Ulundi Municipality in this respect will be limited to reporting on non- 
compliance with this disclosure requirement. 

8. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Basis of accounting 

9. The municipality's policy is to prepare financial statements on the basis of accounting 
determined by the National Treasury, as set out in accounting policy note 1 

Opinion 

10. In my opinion the financial statements present fairly, in all material respects, the 
financial position of the Ulundi Municipality as at 30 June 2008 and its financial 
performance and cash flows for the year then ended, in accordance with the basis of 
accounting determined by the National Treasury, as set out in accounting policy note 
1 and in the manner required by the MFMA and DoRA. 

Emphasis of matters 

Without qualifying my audit opinion. I draw attention to the following matters: 

Fruitless and wasteful expenditure 

11. As disclosed in note 32 to the financial statements, fruitless and wasteful expenditure 
to the amount of R262 520 was incurred, as a result of interest and penalties imposed 
by the Department of Labour and the South African Revenue Services for the late 
submission of prescribed returns. 

Restatement of corresponding figures 

12. As disclosed in note 29 to the financial statements, the corresponding figures for 
30 June 2007 have been restated as a result of an error discovered during the year 
ending 30 June 2008 in the financial statements of the Ulundi Municipality at, and for 
the year ended 30 June 2007. 
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OTHER MATTERS 

Without qualifying my audit opinion, I draw attention to the following matters that relate to 

my responsibilities in the audit of the financial statements; 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

13. No reports were submitted, to the Mayor, MEC for Local Government and to the 
Auditor-General on fruitless and wasteful expenditure, as required by section 
32(4)(a). 

14. Quarterly reports were not submitted to council on the implementation of the budget 
and the financial state of the municipality, as required by section 52{d). 

15. Risk assessments were not conducted and a fraud prevention plan was not finalised, 
as required by section 62(1 )(c). 

16. Bank accounts were not reconciled on a monthly basis, as required by section 62(2). 

17. Policies and procedures were not approved for critical accounting processes, as 
required by sections 64(2) and 65(2). 

Division of Revenue Act 

IS. Signed returns on conditional grant spending has not been submitted to the relevant 
treasury in terms of sections 12(1)(b) and 12(4) of DoRA and section 71(5) of the 
MFMA. 

Matters of governance 

19. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is 
the implementation of certain key governance responsibilities, which 1 have assessed 
as follows: 


Audit committee 


mm 

• The municipality had an audit committee in operation throughout the 
financial year. 



• The audit committee operates in accordance with approved, written 
terms of reference. 

v 


Internal audit 



• The municipality had an internal audit function in operation throughout 
the financial year. 



• The internal audit function operates in terms of an approved internal 
audit plan. ^ 

>/ 


• The internal audit function substantially fulfilled its responsibilities for 
the year, as set out in section 165(2) of the MFMA. 
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• The annual financial statements were submitted for audit as per the 
legislated deadlines in section 126 of the MFMA. 



• The annual report was submitted to the auditor for consideration prior 
to the date of the auditor's report. 



* The financial statements submitted for audit were not subject to any 
material amendments resulting from the audit. 

v* 


. No significant difficulties were experienced during the audit 
concerning delays or the unavailability of expected information and/or 
the unavailability of senior management. 

V 


• The prior year's external audit recommendations have been 
substantiallv implemented. 



Implementation of Standards of Generally Recognised Accounting 
Practice (GRAP) 



• The municipality submitted an implementation plan, detailing progress 
towards full compliance with GRAP, to the National Treasury and the 
relevant provincial treasury before 30 October 2007 . 



• The municipality substantially complied with the implementation plan 
it submitted to the National Treasury and the relevant provincial 
treasury before 30 October 2007, detailing its progress towards full 
compliance with GRAP. 



. The municipality submitted an implementation plan, detailing further 
progress towards full compliance with GRAP, to the National 
Treasurv and the relevant provincial treasury before 31 March 2008. 




Unaudited supplementary schedules 

20. The municipality provided supplementary information in the financial statements on 
whether resources were obtained and used in accordance with the legally adopted 
budget, in accordance with GRAP 1 Pr&sentstion of Fin^nciBf Ststements, The 
supplementary budget information set out on pages xx to xx do not form part of the 
financial statements and is presented as additional information. Accordingly 1 do not 
express an opinion thereon. 

21 . The supplementary information set out on pages xx to xx do not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

OTHER REPORTING RESPONSIBILITIES 

REPORT ON PERFORMANCE INFORMATION 

22. 1 was engaged to review the performance information. 
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Responsibility of the accounting officer for the performance information 

23. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality prepared by the municipality 
in terms of section 46 of the Local Government: Municipal Systems Act, 2000 {Act No. 
32 of 2000) (MSA). 

Responsibility of the Auditor-General 

24. 1 conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 
2008 and section 45 of the MSA. 

25. In terms of the foregoing my engagement included performing procedures of an audit 
nature to obtain sufficient appropriate evidence about the performance information 
and related systems, processes and procedures. The procedures selected depend on 
the auditor’s judgement. 

26. 1 believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 

Audit findings (performance information) 

Non-compliance with regulatory requirements 

Existence and functioning of a performance audit committee 

27. The Ulundi Municipality did not appoint and budget for a performance audit 
committee, neither was another audit committee utilised as the performance audit 
committee, as required by section 14(2)(a) of Local Government Performance 
Management Regulations, which was issued In General Notice 71b, as published in 
Government Gazette No. 28895 dated 31 May 2006. 

Internal auditing of performance measurements 

28. The Ulundi Municipality did not develop and implement mechanisms, systems and 
processes for auditing the results of performance measurement as part of its internal 
audit processes, as required by section 45 of the MSA. 

Performance information not received in time 

29. The financial statements submitted for auditing did not include performance 
information of the municipality, as required by General Notice 616, as published in 
Government Gazette No. 31057 dated 15 May 2008, read with section 46 of the MSA 
and was still not received at the date of this report. 
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APPRECIATION 


30. The assistance rendered by the staff of the Ulundi Municipality during the audit is 
sincerely appreciated. 


Pietermaritzburg 
28 November 2008 



AUDITOR-GENERAL 
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auditor 




The Accounting Officer 
Princess S. A Buthelezi 
Ulundi Municipality 
Private Bag X1 7 
ULUNDI 
3838 

13 November 2008 
Reference: 60637 REG07-08 


e E M E R A L 


Dear Princess 


MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE REVIEW OF 
PERFORMANCE INFORMATION OF THE ULUNDI MUNICIPALITY FOR THE YEAR ENDED 
30 JUNE 2008 


INTRODUCTION 

1 . We have completed the audit of the financial statements of the Ulundi Municipality for the year 
ended 30 June 2008. This management report is provided to the accounting officer and 
communicates any matters that came to our attention during the audit which, in our opinion, are 
relevant to the municipality. 


AUDITOR’S RESPONSIBILITY 

2. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information, 

3. Our audit was conducted in accordance with the International Standards on Auditing read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 15 May 2008. 

4 The auditing standards require us to plan and perform the audit as well as to obtain all the 
information and explanations that w© consider necessary in order to obtain reasonable 
assurance that the financial statements are free of material misstatements, whether caused by 
fraud or error. This involves performing procedures to obtain assurance about the amounts and 
disclosures in the financial statements. 

5 The procedures selected depend on our judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In making 
those risk assessments we consider the internal controls relevant to the preparation and 
presentation of the financial statements. Our audit also includes evaluating the appropriateness 
of the accounting policies and the reasonableness of the accounting estimates made by 
management, as well as the overall presentation of the financial statements. 

6 We do not examine every transaction, nor do we guarantee complete accuracy of the financial 
statements or performance information, or compliance with all applicable legislation Because 
of the test nature and other inherent limitations of an audit, together with the inherent limitations 
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of any information and internal control systems, there is an unavoidable risk that some, even 
material, misstatements might remain undiscovered. 

7. In addition to our responsibility to express an opinion on the financial statements, we have also 
performed procedures of an audit nature to obtain evidence about the performance information 
and related systems, processes and procedures. The procedures selected depend on our 
judgement. 

8. Our audit report arising from the annual audit will also contain an elaboration on non- 
compliance with any applicable legislation relating to financial matters, financial management 
and other related matters. 

9. In addition, we will read other information accompanying the financial statements to determine 
whether there are material inconsistencies between the audited financial statements and the 
other information. 

RESPONSIBILITY OF THE ACCOUNTING OFFICER 

10. The responsibility for the preparation of financial statements that fairly present the financial 
position, financial performance and cash flows of the municipality in accordance with the 
applicable basis of accounting is that of the accounting officer. Our audit report will explain that 
the accounting officer is responsible for the fair presentation of the financial statements in 
accordance with the applicable financial reporting framework. This responsibility includes; 

• designing, implementing and maintaining internal controls relevant to the preparation of 
financial statements that are free from misstatement, whether due to fraud or error 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are appropriate in the circumstances. 

11. In addition, the accounting officer is responsible for ensuring, through oversight of 
management, that the municipality establishes and maintains internal control to provide 
reasonable assurance with regard to the effectiveness and efficiency of operations and 
compliance with applicable legislation. The systems of financial and risk management and 
internal control should provide reasonable assurance that adopted policies and prescribed 
procedures are adhered to for the prevention and detection of errors and irregularities, 
including fraud and illegal acts. They should also provide for the regular monitoring of 
performance against objectives, and ensure that waste is minimised and business is conducted 
with due regard to probity. 

12. The financial statements, maintenance of effective control measures and compliance with any 
applicable legislation are the responsibility of the accounting officer. 

13. Furthermore it is the responsibility of the accounting officer to provide us with; 

• all information, such as records and documentation, and other matters that are relevant to 
the preparation and presentation of the financial statements 

• any additional documentation that we may request from management and, where 
appropriate, those charged with governance 

• unrestricted access to those within the entity from whom we determine it necessary to 
obtain audit evidence. 

14. The accounting officer also has specific responsibilities as legislated in the Local Government: 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA) to report information 
related to performance against predetermined objectives. 
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SIGNIFICANT FINDINGS FROM THE AUDIT 


Amendments to the applicable basis of accounting 

15. As set out in accounting policy note 1, the National Treasury approved a deviation from the 
basis of accounting applicable to the municipality in terms of Genera! Notice 552 of 2007, 
issued in Government Gazette No. 30013 of 29 June 2007. 

Non-compliance with applicable legislation 

Municipal Finance Management Act 

16. A risk management policy and fraud prevention plan had not been developed. Moreover, risk 
assessments were not undertaken, as required by section 62{c). 

17. Policies and procedures were not developed for critical accounting processes, as required by 
sections 63(1 ), 64(2) and 65(2). 

IS. Bank accounts were not reconciled on a monthly basis, as required by section 62(2). 

19. No reports were submitted to the Mayor, M£C for Local Government and to the Auditor- 
General with regard to fruitless and wasteful expenditure, as required by section 32(4) (a). This 
expenditure related to penalties and Interest imposed by the South African Revenue Services 
(SARS) and the Department of Labour (DoL) for the late submission of prescribed returns. 

20. Quarterly reports were not submitted to council on the implementation of the budget and the 
financial state of the municipality, as required by section 52(d). 

Division of Revenue Act 

21. Signed returns on conditional grant spending has not been submitted to the relevant treasury 
in terms of Section 12 (1) (b), 12 (4) of DoRA and section 71(5) of the MFMA, 

Matters of governance 

22. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Fundamental to achieving this is the 
implementation of certain key governance responsibilities, which we have assessed as 
follows; 






Audit committee 



1(a) 

The municipality had an audit committee in operation 
throughout the financial year. 



Kb) 

The audit committee operates in accordance with 
approved written terms of reference. 

«/ 


1(c) 

The audit committee substantially fulfilled its 
responsibilities for the year, as set out in section 
166(2) of the MFMA. 


V 


Internal audit 



2(a) 

The municipality had an internal, audit function in 
operation throughout the financial year. 



2(b) 

The internal audit function operates in terms of an 
approved internal audit plan. 



2(c) 

The internal audit function substantially fulfilled its 
responsibilities for the year, as set out in section 
165f2) of the MFMA. 
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Other matters of governance 



3 

The annual financial statements were submitted for 
audit as per the legislated deadlines in section 126 of 
the MFMA. 



4 

The annual report was submitted for the auditor for 
consideration prior to the date of the auditor’s report. 



5 

“The financial statements submitted for audit were not 
subject to any material amendments resulting from 
the audit. 

v' 


6 

No significant difficulties were experienced during the 
audit concerning delays or the unavailability of 
expected information and/or the unavailability of 
senior manaaement. 



7 

The prior year's external audit recommendations have 
been substantially implemented. 

>/ 


8 

There are documented policies and procedures and 
control systems to ensure the reliability of financial 
reporting. 


v' 

9 

There are documented policies and procedures and 
control systems to ensure compliance with applicable 
laws and regulations. 



10 

The information systems were appropriate to facilitate 
the preparation of financial statements that are free 
from material misstatement, 



11 

Delegations of responsibilities are in place. 



12 

Supply chain management policies and procedures 
were appropriately applied. 

V 


13 

There is a functioning performance management 
system. 




Implementation of Standards of Generally 
Recognised Accounting Practice (GRAP) 



14 

The municipality submitted an implementation plan, 
detailing progress towards full compliance with 
GRAP. to the National Treasury and the relevant 
provincial treasury before 30 October 2007. 



15 

The municipality substantially complied with the 
implementation plan it submitted to the National 
Treasury and the relevant provincial treasury before 
30 October 2007, detailing its progress towards full 
compliance with GRAP. 



16 

the municipality submitted an implementation plan, 
detailing further progress towards full compliance with 
GRAP, to the National Treasury and the relevant 
provincial treasury before 31 March 2008. 




Performance information 

23. The following shortcomings were identified in relation to the managing of and reporting on 
performance information: 

• There was overall non-compliance with the legislative requirements pertaining to the 
planning, monitoring, managing and reporting of performance information. 

• Performance information was not received in time. 


Page 4 of 22 


m m 800? ?i/?o 



RATINGS OF DETAILED AUDIT FINDINGS 

24. For the purposes of this report, the detailed audit findings inciuded in annexures A to B have 
been classified as follows; 

• Matters to be included in the audit report 

These matters should be addressed as a matter of urgericy. 

• Other important matters - deficiencies that could adversely affect the entity’s ability to 
initiate, record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 


* Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

Failure to address matters reported in a particular category may result in the matter being rated as 
more significant in the next financial year. 

APPRECIATION 

25. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Ulundi Municipality during the audit 



^BysIrfes^ExeciWe: KZN 


Enquiries; Sudesh Sivenarain 

Telephone: (033) 264 7400 

Fax: (033) 264 2596 

Email; 5 ude$h£@agsa.co.za 


Distribution: 

CEO 

CFO 

Audit committee chair 
Head of internal audit 
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SUMMARY OF AUDIT FINDINGS 
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ANNEXURE A 


MATTERS AFFECTING THE AUDIT REPORT 
AUDIT REPORT: OTHER MATTERS 

1 Internal audit function not effective (Matters of governance) 

Audit finding 

Section 165 of the MFMA was not adhered to, as evidenced by the following; 

• A risk based audit plan and an internal audit programme had not been developed. 

• Quarterly reporting to the audit committee was not evident 

• Internal audit reports were not presented to the audit committee for matters pertaining to 
internal controls and governance. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

The lack of adequate governance structures such as an internal audit function and audit committee 
creates an environment, which is highly susceptible to fraudulent reporting and misstatement. 


Recommendation 

• Management is required to conduct risk assessments to determine the risk appetite and 
responses thereto. 

• The Control environment should be reviewed to ensure that adequate mechanisms are in place, 
which will filter to an operational level, as well as mitigate risks. 

Management response 

The shortcomings of the Internal Audit function have already been recognized by Management and a 
letter of service termination has been sent to PWC. 

In terms of the contract arrangement the municipality must give the appointed Internal Auditors 30 
day's notice of termination of services, this letter has been drafted, a copy can be obtained from the 
CFO. 

The Internal Audit Function will be re-advertised and terms of reference obtained by candidates. The 
new internal auditors will be appointed based on specific and agreed deliverable requirements. 

Name : Mr JH Mhlongo 
Position: Chief Financial Officer 
Date: 23 October 2008 
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ANNEXURE A 


Name : Mr JH Mhlongo 
Position: Chief Financial Officer 
Date: 23 October 2008 


3. Risk management (Matters of governance) 

Audit finding 

Section 62(c) of the MFMA states that the accounting officer is responsible for ensuring that the 
municipality has and maintains effective, efficient and transparent systems of financial and risk 
management and internal control. Contrary to this section, risk assessments were not performed 
during the year. Moreover, the risk management policy and fraud prevention plan was not finalised. 


Root cause 

Actions are not taken to address risks to the achievement of financial reporting objectives. 

Risk 


• Management is not aware of the risks affecting the entity to ensure that these are mitigated to an 
acceptably low level for financial reporting and decision-making purposes. 

• Adequate processes may not be in place to identify and manage and mitigate fraud risks, as 
desired,. 

Recommendation 

The performance of risk assessments together with the finalisation of a fraud prevention plan is of 
paramount importance to ensure that risks are appropriately mitigated. 

Management response 

• The lack of a fraud prevention plan is acknowledged, but guidance on this has recently been 
received from National Treasury and the Municipality will address the drafting of this plan. 

• Risk Management was a functional area allocated to the Internal Auditors and with the proposed 
change in this department the Risk Management Policy will be addressed. 

Name : Mr NG Zulu 

Position: Director Corporate Services 

Date: 31 October 2008 

4. Fruitless and wasteful expenditure (Compliance with legislation (non-AFS)) 

Audit finding 

Note 32 to the financial statements discloses an amount of R262 520 for fruitless and wasteful 
expenditure relating to interest and penalties imposed by SARS and the DoL for late submission of 
prescribed returns. Moreover, the fruitless and wasteful expenditure was not reported, as required by 
section 32{4)(a) of the MFMA. The table below depicts details of the amounts that constitute the 
fruitless and wasteful expenditure; 
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ANNEXURE A 


Risk 

• Errors or inconsistencies in processing of information could occur, thus resulting in lost time and 
delays, 

* System override is increased due to the lack of established policies and procedures, which could 
result in financial loss. 

Recommendation 

Management should ensure that policies and procedures are documented, approved and 
implemented to improve the well-being of the entity. 

Management response 

Recommendation noted and will be addressed 
Name Mr NG Zulu 

Position: Director Corporate Services 
Date: 23 October 2008 

6. Quarterly reports not prepared (Compliance with legislation (non-AFS)) 

Audit finding 

Quarterly reports were not submitted to council on the implementation of the budget and the financial 
state of the municipality, as required by section 52(d) of the MFMA. 

Root cause 

Policies related to reliable financial reporting are not established, approved and communicated 
throughout the entity, and do not have corresponding procedures that result in management directives 
being carried out. 

Risk 

Pertinent information, which is required for decision making by management and those charged with 
governance, may not be made available, as prescribed. 

Recommendation 

* Appropriate policies and procedures should be developed and implemented to ensure that the 
applicable legislation Is adhered to. 

• Compliance with policies and procedures should be monitored on an ongoing basis to ensure that 
remedial action is instituted, where necessary. 

Management response 

Monthly performance reports are prepared separately by the 12 different departments within the 
Ulundi Municipality; copies of these reports are available from Ms Cindy Ncube at Corporate Services, 
contact telephone number 035-874 5819. 
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ANNEXURE A 


Auditor’s response 

The unexplained debit has been resolved and confirmation has been provided by SARS that the 
transaction related to a VAT claim. 


8. Non-compliance with section 71 of the IWFMA (Revenue) 

Audit finding 

No evidence of submission of signed returns on conditional grant spending for the period ending 30 
June 2008 in terms of Section 12 (1) (b), 12 (4) of the Division of Revenue Act, 2007 (Act No. 1 of 
2007)(DORA) was produced. 

Root cause 

Management has not specified the financial reporting objectives with sufficient clarity and criteria to 
enable the identification of risks to reliable financial reporting. 

Risk 

• Section 71(5) of the Municipal Finance Management Act, 2003 (Act No. 56 of 2003) as well as the 
DORA have not been complied with. 

. Funds could be withheld if required legislative reporting is not done, thus impacting on service 
delivery. 

Recommendation 

All DORA and MFMA reporting requirements must be met. In this regard, a standard checklist should 
be developed for reporting, which should be independently reviewed and monitored. 

Management response 

This non compliance has been addressed and reports have been submitted to National Treasury 
covering the following periods: 

* May 2008 

• June 2008 

- July 2008 

* August 2008 

- September 2008 

A/ame; Mr JH Mhlongo 
Position: Chief Financial Officer 
Date: 23 October 2008 
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ANNEXURE A 


Root cause 

Management and employees are not assigned appropriate levels of authority and responsibility to 
ensure that they understand how and for what they are accountable to facilitate effective internal 
control over financial reporting. 

Risk 

The municipality may not have proper mechanisms to assess whether it is achieving its service 
delivery objectives, if independent internal audit appraisals are not performed, as legislated. 

Recommendation 

Management should ensure that the results of performance measurement are audited internally on an 
annual basis, as legislated. 

Management response 

The shortcomings of the Internal Audit function have already been recognized by Management and a 
letter of service termination has been sent to PWC. 

In terms of the contract arrangement the municipality must give the appointed Internal Auditors 30 
day’s notice of termination of services, this letter has beeri drafted, a copy can be obtained from the 
CFO. 

The Internal Audit Function will be re-advertised and terms of reference obtained by candidates. The 
new internal auditors will be appointed based on specific and agreed deliverable requirements. 

Name: Mr JH Mhlongo 
Position: Chief Financial Officer 

Date: 23 October 2008 

11. Existence and functioning of a performance audit committee (Performance information) 

Audit finding 

The municipality did not appoint and budget for a performance audit committee. Moreover, neither 
was another audit committee utilised as a performance audit committee, as required iDy section 
14(2)(a) of Local Government Performance Management Regulations, which was issued in General 
Notice 715, as published in Government Gazette No. 288Q5 dated 31 May 2006. 

Root cause 

The entity does not identify risks to the achievement of financial reporting objectives. 

Risk 

Reported performance information could be inaccurately presented, if not independently appraised. 
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ANNEXURE B 


OTHER IMPORTANT MATTERS 

12. Unemployment insurance not deducted for councillors (Compliance with legislation (non- 
AFS)) 

Audit finding 

Section 5 of the Unemployment Insurance Contributions Act, 2002 (Act No. 4 of 2002) (“the 
Contributions Act”) provides as follows: 

• Every employer and every employee to whom this Act applies must, on a monthly basis, contribute 
to the Unemployment Insurance Fund. 

• The contributions must be paid by the employer either to the Commissioner In terms of section 8 or 
to the Unemployment Insurance Commissioner in terms of section 9, whichever is applicable to the 
particular employer” 

If staff members of the provincial legislatures and municipal councils are appointed as officers or 
employees as defined in the Public Service Act, they are excluded from the provisions of the 
Contributions Act, and neither they nor their employers are liable to contribute to the UIF. 

With regard to elected members of municipal councils, they are not excluded from the provisions of the 
Contributions Act. These persons are elected and not appointed and receive remuneration in respect of 
services rendered and do not fall within the exclusions of certain classes of employees contained in 
section 4 of the Contributions Act. 

Therefore elected members of municipal councils are liable to contribute to the unemployment insurance 
fund from the date of inception of the applicable legislation. 


Having regard to the discussion above, it was noted that councillors and the municipality did not make 
any contributions to the unemployment insurance fund. Consequently the required legislative provisions 
were transgressed. 

The misstatement value regarding UIF was estimated as follows: 
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124.00 

X 

43 

X 

12 

= 

63,984.00 


* All councillors remuneration packages conform to this limit 


Root cause 


Policies related to reliable financial reporting are not established and communicated throughout the 
entity, and do not have corresponding procedures that result in management directives being 
carried out. 
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ANNEXURE B 


Recommendation 

• The asset register should be managed and controlled in order to ensure compliance with the 
MFMA. 

• Policies, procedures and monitoring mechanisms should be developed and implemented to 
ensure that assets are completely and accurately recorded and reconciled. 

Management response 

The comments in respect of the current Excel based Fixed Asset Register are noted and agreed 
with. 

Combined Systems (Pty) Ltd have been appointed to update the fixed asset register, this process is 
currently in progress. 

Name : Mr JH Mhlongo 
Position : Chief Financial Officer 

Date: 23 October 2008 


14. Electricity distribution losses not monitored (Revenue) 

Audit finding 

Electricity distribution losses were not monitored, reconciled and disclosed in the financial 
statements. 

Root cause 

The entity does not identify risks to the achievement of financial reporting objectives. 

Risk 

The lack of monitoring mechanisms over distribution losses increases the risk of financial loss. 

Recommendation 

Rigorous monitoring and loss reduction policies should be developed and implemented to alleviate 
financial loss to the municipality. 

Management response 

The weaknesses in the revenue department have been identified by management. 

Approval for the filling of the vacant post of Revenue Manager was approved by EXCO at the 
meeting held on the 29th October 2008. The post will be advertised internally for 7 days, and if no 
suitable candidates are found, external recruitment will be done. It is anticipated that the post will be 
filled by December 2008. 
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ANNEXURE B 

16. Inventory reconciliations not performed (Compliance with legislation (non-AFS)) 

Audit finding 

The inventory control accounts were not reconciled to the sub-ledgers, as required by section 
63(2)(c). 

Root cause 

Reconciliations are not undertaken of records with the appropriate documents. 


Risk 

Transactions and events may not be processed and reconciled in accordance with management’s 

directives and decisions, thus leading to inefficiencies in the manner in which the entire operations 

are run. 

Recommendation 

• Monthly reconciliations are fundamental to enhance the effectiveness and. efficiency of the 
manner in, which operations are run. 

• Policies and procedures should be developed and Implemented to ensure that all MFMA 
requirements are adhered to. 

Management response 

• No monthly reconciliations are performed between the Inventory Control Account and the 
Inventory Sub-ledger. 

• Noted and to be followed up with the recently appointed Stores controller, Ms S Ncube. 

• Annual reconciliations are performed and reviewed, this function was conducted at year end by 
Steve van der Merwe, and reconciliation journals processed. 

• We agree with this finding with respect to “monthly" reconciliations, and controls will be 
implemented with immediate effect 

Name ; Mr JH Mhlongo 

Position ; Chief Financial Officer 

Date: 31 October 2008 
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